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MEMUKANDUM FUR:  vus

RE: NSC on Senate Bill 812, 1100 Tuesday, i

29 October 1985 i

john Wj11 be going to this NSC meeting as you will
~-bexat NSAYpreparing. for your appedrance before the =
Senate Judiciary Committee.

_ Nevertheless, as this NSC addresses the President's
‘powers to bar lending by U.S. institutions to "controlled"
countries, I thought you would like to see the attached

package which | | has prepared. 25X1

Specifically, you should scat | covering 25X1
memo and the draft talking points at Tab A. Thus,

if you have any comments or suggestions re what
position you want John to take, you can let him know.

25X1

pate 28 October 1985
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The Director of Central Intelligence
Washington, D.C. 20505

National Intelligence Council

NIC 05356-85
25 October 1985

MEMORANDUM FOR: Director of Central Intelligence
Deputy Director for Central Intelligence

FROM:

Acting National Intelligence Officer for Economics

SUBJECT: NSC Meeting on Senate Bill 812

1. On Tuesday, 29 October, the President will chair an NSC meeting
to determine the Administration's position on S. 812, the-Financial
Export Control Act, which would give the President powers to bar lending
by US institutions to "controlled" countries.

2. Senators Garn and Proxmire proposed S. 812 (Attachment B) as a
way of preventing the Soviet Bloc from using funds borrowed in the United
States to finance the transfer of technology or to fund other activities
such as support for Nicaragua. The bill was introduced on 28 March after
elements contained in it were deleted from the Export Administration Act.

3. In terms of substance, it would, of course, be impossible to
craft legislation to stop US funds from flowing indirectly to the Bloc.
The Justice Department argues that provisions in the bill would allow the
President to avoid excessive use of the Emegency Powers Act (IEPA),
invoked for the Nicaragua sanctions. Others within the Administration
argue that the President ought to have the power to take actions short of
those under IEPA if the situation warrants, even if those actions only
send a strong political message.

4, We have at least two points to make as input to any discussions
of S. 812:

-- This is an appropriate time to consider such powers because the
Soviet Union will suffer a substantial decline in hard currency
earnings over the next five years, and Western credits will be
needed if Moscow is to maintain its purchases of Western
machinery, equipment and technology (see Attachment C).
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SUBJECT: NSC Meeting on Senate Bill 812

-- In termms of targeting, however, it is not clear whether S. 812
is aimed properly. It should, perhaps, be broadened to cover
those states that support terrorism such as Libya.

5. The meeting on Tuesday will focus on three options.

1. Giving Administration support to the spirit and intent of S.
8i2. c

2. Having OMB announce that it will work with the Senate to

- craft legislation along the lines of the proposed bill.

3. Announcing that the Administration supports the spirit and
intent of the bill, but saying that the Administration will use
procedures short of legisiation to achieve the same ends.

The Secretaries of Treasury, State, and Commerce oppose the controls
contined in S. 812, arguing that they would be ineffective. Defense,
OMB, and perhaps, NSC are in favor of some powers along the lines of
S. 812, although not necessarily in the form provided in the bill.

Attachments:

A.
B'
C.
D.
E.

Talking Points
Senate 812

USSR: Declining Hard Currency Earnings
Eastern Europe Boom Market

Soviet 0il: Gorbachev's Alternatives
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ATTACHMENT C

25 October 1985

USSR: Declining Hard Currency Earnings

Declining oil1 production in West Siberia is worsening an already poor
outlook for Soviet hard currency exports during the rest of the 1980s.

-=- A slowdown in 01l exports to the West couldicause a drop in
Soviet hard currency earnings of 30 percent or more by 1990.

The Soviets have a limited number of options to deal with reduced
export earnings.

" == Moscow could divert oil and other export goods from Eastern
Europe and sell to the: West in exchange for hard- currency, but
at the risk of alienating its allies.

-- The Soviets could cut back on hard currency imports from the
West, although imports are crucial to the development of various
sectors of the economy such as manufacturing, agriculture and,
notably, petroleum.

== Moscow also could increase foreign borrowing from Western banks,
an option it previously has taken on only a 1imited basis.

Raising funds on the international capital markets would be the
easiest of these options.

-- The USSR is considered creditworthy by Western banks, relative
to most LDC borrowers, and most banks would certainly be eager
to take on additional Soviet exposure.

-- Soviet creditworthiness could be even further enhanced by
verification and start of development of the oil potential of
the Barents Sea.

-- Moreover, the Soviets are experienced at dealing with Western
bankers and would probably be able to obtain very favorable loan
temms.

Within the past few months we have seen a rapid increase in
borrowings by Eastern Europe. Despite difficult economic conditions in
many of these countries, Western bankers see them as a profitable outlet
for funds to replace credits formerly made to Latin America (see
Attachment D).
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Washingion, D.C. 20505 nonudMENT E

Nationa! Intelligence Council
. NIC 04945-85
- 2 October 1985

MEMORANDUM FOR: Herbert E. Meyer -
Vice Chairman, National Intelligence Council

FROM:

|
Acting National Intelligence Officer for Economics | 25X1
SUBJECT: Soviet 0il: Gorbachev's Alternatives -

R R Community analysis of Soviet oil problems to date has focused on
the possibility that there would be a significant decline in Soviet oil
production and related hard currency export earnings.

== A March 1985 SOVA paper_used as a “"worst case" scenario a
decline in production to 11 million b/d by 1990 (from a 1983 -
peak of 12.3) and a $10 billion loss in real hard currency

earnings, implying a reduction in total earnings of roughly
one-third. :

-- In the "best case" gas scenario, natural gas exports could only
make up a fraction of this loss.

2. Events so far in 1985 have overtaken these "worst case® estimates.

-- 011 production is running 4% or roughly 500,000 b/d below last
year's levels and exports to many firms in Western Europe are
already being reduced by one-third to one-half.

--  This decline in production continued throughout the summer
despite a major effort that began early this year to repair

out-of-service wells. Equipment shortages have prevented any
headway in this effort. :

3. While it 1s still possible that Gorbachev's efforts to throw more
resources at the problem will slow the rate of decline for a time, we
must now consider the repercussions of a failure of this effort. The ofl
problems pose some real challenges for Gorbachev.

This Memorandum Classified SECRET e
- When Removed from Attachments
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SUBJECTE“ Soviet 0i1: Gorbachev's Alternatives

-- Absent the ofl decline, Gorbachev could have continued to use N
traditional measures to flog an additional percentage point or i
two of growth from the economy over the next year or two. This
would have given him time to consider and, perhaps, set the
stage for more radical systemic changes down the road.

4. The oil decline forces his hand and, absent:aﬁ unexpected
leveling off in production, will make him consider more radical
solutions. His options for dealing within the system seem limited.

- == Deep-rooted problems prevent delivery of adequate equipment to
“ prevent further oil production problems. On-site management
problems compound the difficulties.

-= Similar systemic prob1éﬁs prevent progress at *conservation” in ~
industry and the economy in general.

-- Gas substitution faces the same difficulties, although we are
less sure about the potential for further inroads here.

-- Additional cuts in oil deliveries to Eastern Europe could cause

severe industrial problems and further injure the political
relationship.

5. Short of a radical military solution, Gorbachev does have some
high-risk bureaucratic options.

-= More imports of Western equipment and the introduction of
Western technicians and, perhaps, management in oil fields.

-- Establishment of joint ventures with Western fimms in the
Barents Sea or elsewhere.

-- Enlisting Western help in gas substitution.

6. All of these alternatives carry an indeterminate payback in
exchange for major systemic change, however. One key theme in the past
has been optimism over the ability of the economy to respond on its own.
Indeed, many will feel that by taking such options now Gorbachev would be
admitting defeat before his economic reform program even got off the
ground.
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SUBJECT: Soviet 0i1: Gorbachev's Alternatives

- to take radical action now, however, Gorbachev may be
gxy:g]:un more serious energy problins for the future and
fncreasing the chance for a high-risk military solution.
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